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Puerto Rico Telephone Company, Inc. (“PRTC”), by its attorneys, hereby requests
reconsideration of the Commission’s decision to phase-down hold harmless support through one-
dollar reductions in average monthly, per-line support in each PRTC study area beginning
January 1, 2001." This phase down would repeat annually until the support is eliminated. Under
this plan, high cost support to a majority of PRTC’s lines will be eliminated after the second year
of the phase down. PRTC notes that the January 1, 2001 effective date does not preclude a
change in policy, as the universal service revenue quarterly revenue requirement may be adjusted

to reflect any prospective change adopted through reconsideration.
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! Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Thirteenth
Report and Order and Further Notice of Proposed Rulemaking, FCC 00-428 (rel. Dec. 8, 2000)
(“USEF Thirteenth Report and Order”); 65 Fed. Reg. 78990 (Dec. 18, 2000).




L THE RECORD SUPPORTS DELAY OF A PHASE DOWN FOR PUERTO RICO
UNTIL REVIEW OF THE FORWARD-LOOKING MECHANISM IS
COMPLETED BY JANUARY 1, 2003
The Commission adopted the proposal for phase down of hold harmless support based on

the belief that it would “ensure a prompt, equitable phase-down of interim hold-harmless support

2 Though the assessment that undue rate disruption will

without causing undue rate disruption.
not follow the phase down may apply for carriers receiving objectively minimal high cost
support per line on a study area basis, this is not the case for Puerto Rico. The high cost support
amount eliminated as of January 1, 2001, for Puerto Rico based on PRTC’s line count is
$15,465,228.% No other area is slated for an impact of this magnitude, the closest being
Southwestern Bell-Arkansas, which is losing $2,632,152. Though for the other study areas that
will lose high cost support under the phase down the Commission may be able to declare that
“undue rate disruption” will not occur, such disruption can be expected in connection with the

phase-down as applied to PRTC, and Puerto Rico generally.’

In the USF Ninth Report and Order, the Commission determined that a carrier-by-carrier

hold-harmless provision is necessary, so that “no sudden or undue disruption in consumer rates

occurs during the transition to the new federal high-cost support mechanism based on forward-

2 1d. atq1.
3 1d. at Appendix C.
' Id

* PRTC demonstrated in its Comments and Reply Comments that Puerto Rico consumers
could not be expected to absorb the effects of the phase down. See PRTC Comments, CC
Docket No. 96-45 (Aug. 14, 2000) at 4-6; PRTC Reply, CC Docket No. 96-45 (Aug. 28, 2000) at
2-3; see also PRTC Comments, CC Docket No. 96-45 (Dec. 17, 1999) at 4-10; PRTC
Comments, CC Docket Nos. 96-45 and 96-262 (July 23, 1999) at 6.




looking economic costs.”® Near elimination of high cost support to PRTC through deep cuts in
two consecutive years, and with no alternative support plan, does nothing to alleviate the sudden
disruption to consumer rates in Puerto Rico. This result could be avoided simply by coinciding
implementation of the phase down with review of the forward-looking mechanism, which is to
be completed by January 1, 2003, less than two years away.

As the model results for Puerto Rico demonstrate, the model methodology is ineffective
for predicting the costs of serving Puerto Rico.” Combined LTS and high cost support for Puerto
Rico in 2000 exceeded $140 million, but under the model methodology, that amount would be
zero. No other carrier or state suffers a discrepancy of this magnitude under the transition to a
forward-looking mechanism. While exclusion of LTS from the model methodology limits the
devastating impact of the model on Puerto Rico, it does not change the fact that the flawed model
methodology would provide no support to Puerto Rico, where the telephone service penetration
rate is the lowest in the Nation. The Commission has noted that the context for challenges to the

model is reconsideration of the USF Ninth and Tenth Reports and Order or in the review of the

forward-looking mechanism.® If this is the case, then the Commission should delay the phase
down of hold harmless support for Puerto Rico until these issues are resolved.
This approach also would be consistent with that taken by the Commission for LTS. In

the USF Thirteenth Report and Order, the Commission adopted the Joint Board’s

S Federal State Joint Board on Universal Service, Ninth Report and Order and Eighteenth
Order on Reconsideration, 14 FCC Rcd 20432, 20475 (1999) (“USF Ninth Report and Order”).

7 See, e.g., PRTC Petition for Reconsideration, CC Docket Nos. 96-45 and 97-160 (Jan.
3, 2000); PRTC Comments, CC Docket Nos. 96-45 and 97-160 (July 23, 1999); PRTC
Comments, CC Docket No. 96-45 (June 1, 1998); PRTC Petition for Reconsideration, CC
Docket No. 96-45 (July 17, 1997) at 6-7.

8 USF Thirteenth Report and Order at n.50.




recommendation to exclude LTS from the hold harmless phase down as it considers high-cost
support for rural carriers and revisions to the rate-of-return interstate access charge regime.
According to the Commission,

maintaining LTS for non-rural carriers is consistent with our objective to

maintain the current support structure, as modified, for rural LTS

recipients pending rural high-cost reform. Because LTS is geared

primarily to the needs of small, rural carriers, we find that this

determination should take place in the context of our related proceedings

to reform the high-cost support mechanism for rural carriers and the

interstate access charge system for rate-of-return carriers.’
Likewise, any phase down of hold harmless support should take place in the context of — not
prior to — completion of the review of the forward-looking mechanism.

Indeed, the Commission has already concluded that “the phase-down schedule should be

»10 1f such review

reexamined in conjunction with our review of the forward-looking mechanism.
is limited to a retrospective review of the impact of phase-down on local subscribership,
however, then the identification of rate disruptions through that review will be too late, as
subscribers will have already left the network or been discouraged from signing on. In Puerto
Rico, with a telephone subscribership rate of 79 percent, the potential for negative impact upon
on large number of people is great. Though PRTC will still receive some support at the time of
the anticipated review, such support will be limited to the approximately 150,000 lines in its
central study area, while support for over 1,100,000 lines would have been eliminated. Quite

plainly, rate shock for Puerto Rico cannot be minimized when the greatest share of its high cost

support will be eliminated by the second year of the phase down.

® 1d. at 9 9.

10 1d. at 7 13.



Contrary to the Commission’s conclusion that the public interest is served by expeditious
phase down of high cost support, the public interest in Puerto Rico will be harmed by
expeditious phase down. With a completed review of the forward-looking methodology less
than two years away but near elimination of Puerto Rico’s high cost support set to be
accomplished in the same timeframe, the record in this proceeding and the public interest require
that the Commission postpone implementation of the phase down for Puerto Rico.

IL PHASE DOWN OF SUPPORT ON A TARGETED WIRE CENTER BASIS
PROVIDES A BETTER BALANCE BETWEEN PROMPT PHASE DOWN AND
AVOIDING UNDUE RATE DISRUPTION
PRTC alternatively recommended that the Commission determine reductions in per-line

hold-harmless support on a wire center basis, consistent with the current universal service rules.

Section 54.311(b) of the Commission’s rules targets hold-harmless support to non-rural carriers

based on a “cascading” or descending method whereby support is distributed first to wire centers

with the highest forward-looking economic cost per-line. Under this method, support is targeted
to wire centers, in a cascading fashion, until support is fully distributed, and a state commission

must certify that the support is being applied in this manner for a carrier to continue receiving

support.'’ In the USF Thirteenth Report and Order, the Commission declined to phase down

support according to the targeted amounts per wire center but retained the requirement that
remaining support amounts continue to be targeted according to Section 54.311(b).

The Commission’s approach of phasing down by study area and targeting support by
wire center exacerbates the impact of the phase down, and PRTC urges the Commission to

reconsider its decision in this respect if it does not postpone phase down until review of the

1 47 C.F.R. § 54.311; see also Certification by Telecommunications Regulatory Board
of Puerto Rico, CC Docket 96-45 (Nov. 27, 2000), amending September 26, 2000 Certification.



forward-looking mechanism has been completed. Targeting requires carriers to provide greater
amounts of support to higher cost wire centers. Therefore, with the phase down each year, a
greater amount of support is eliminated for the higher cost wire centers than for lower cost wire
centers.

The following example demonstrates the anomaly. Assume a study area has two wire
centers serving an equal number of lines, and that on a study area basis, the support amount is
$2.00 per line, but on a wire center basis, targeted support is $3.50 per line for Wire Center A
and $0.50 per line for Wire Center B. Applying the Commission’s study area phase down, in
Year 1 the study area support amount is $1.00 per line; on a targeted basis, Wire Center B’s per
line support goes to zero while Wire Center A’s per line support falls by $1.50 to $2.00. Wire
Center A effectively loses more than one dollar per line, because Wire Center B’s targeted
support is less than one dollar. Thus, the Commission’s conclusion that one dollar per line in
reduced support will not cause undue rate disruption does not take into account the actual
combined effect of its phase-down and targeting requirements. The Commission did not
consider this cumulative effect when it implemented phase down on a study area, rather than
wire center basis, and PRTC urges the Commission to ameliorate the impact of phase down by
implementing reductions on a support per line per wire center basis, rather than on a study area

basis.'?

12 PRTC notes that its request is not intended to discontinue targeting of support
amounts, as implied by the Commission (at § 16). Instead, PRTC’s request is to calculate per
line reductions in accordance with the targeted support so that no wire center will lose more than
one dollar per line per month in a given year. The Commission’s plan to phase-down on a study
area basis and still require targeting effectively reduces support to the highest cost wire centers at
a rate greater than one dollar per line per month in a given year.




III. IF THE COMMISISON PROCEEDS WITH A PHASE DOWN, IT MUST BE
COMPETITIVELY NEUTRAL

If the Commission does not reconsider its decision to phase down hold harmless support,
then it should clarify that the phase down shall apply to all carriers receiving such support, not
just incumbent local exchange carriers. PRTC notes that hold harmless support is also collected
in Puerto Rico by Centennial Puerto Rico Operations Corp. (“Centennial”) and its affiliate,
Lambda Operations (“Lambda”). In 2000, Centennial and Lambda collected $ 679,977 in hold
harmless funds."> However, Appendix C to the USF Thirteenth Report and Order does not
identify the hold harmless support that Centennial must also lose under the phase-down.

Section 54.307(a) provides that a competitive eligible telecommunications carrier
receives support to the extent that it captures an incumbent’s subscriber lines or serves new lines
in the incumbent’s service area.'* In this regard, the Commission should clarify that a
competitor’s hold harmless support amount should be reduced also by one dollar per line per
month on an annual basis. This result follows from the fact that a competitive eligible carrier
receives support only to the extent that the incumbent does; as the incumbent’s support is
phased-down, the associated competitive carrier’s support must be phased-down as well. In
addition, this result is required to maintain competitive neutrality. Thus, the Commission should
clarify that phase down, if retained on reconsideration, applies equally to competitive eligible
telecommunications carriers providing service in a study area where the hold harmless phase

down applies.

13 Universal Service Administrative Company, High Cost Loop Support by Study Area,
Fourth Quarter 2000, Appendix #HC2 (Aug. 2, 2000). This excludes any LTS amounts collected
by Centennial and Lambda by virtue of PRTC’s participation in the NECA Common Line pool.

4 47 CF.R. § 54.307(a).



IV. CONCLUSION

For these reasons, PRTC respectfully requests that the phase down of high cost support
be postponed for Puerto Rico until the Commission completes review of the forward-looking
mechanism on January 1, 2003. This will provide a fair assessment of possible rate disruption
and resolve any model discrepancies that could reinstate support for an area whose support
would otherwise be entirely eliminated.

If the Commission retains-its phase-down schedule, then PRTC urges that it be revised to
reduce support on a wire center, rather than a study area basis. By reducing support on a study
area basis but then targeting on a wire center basis, the Commission is exacerbating the support
loss for the highest cost wire centers, increasing the possibility for rate shock. Finally, under any
phase-down plan, the Commission must clarify that such phase down applies to incumbents and
competitors alike that serve study areas where hold harmless support is subject to the phase
down.

Respectfully submitted,

PUERTO RICO TELEPHONE COMPANY, INC.

By: J“*/"C?/QK/
O

Joe D. Edge

Tina M. Pidgeon

DRINKER BIDDLE & REATH LLP
1500 K Street, N.W.

Suite 1100

Washington, DC 20005

(202) 842-8800

(202) 842-8465 (fax)

Its Attorneys

Dated: January 17, 2001



CERTIFICATE OF SERVICE

I, Colleen A. Mulholland, certify that a copy of the foregoing Petition for
Reconsideration of Puerto Rico Telephone Company, Inc. was mailed by first-class mail,
postage pre-paid, on this 17% day of January, 2001 to each of the following individuals or

entities (unless otherwise indicated):

Ms. Sheryl Todd*

Accounting Policy Division

Common Carrier Bureau

Federal Communications Commission
445 Twelfth Street S.W.

Room 5-B540

Washington, DC 20554

(Three copies)

International Transcription Service, Inc.*
1231 20" Street, N.W.

Washington, DC 20037

(Hard copy and diskette)

Veronica M. Ahern

Counsel for the Telecommunications
Regulatory Board of Puerto Rico

Nixon Peabody, LLP

401 Ninth Street, NW, Suite 900

Washington, DC 20004-2128

Mark C. Rosenblum

Judy Sello

Counsel for AT&T Corp.

Room 113512 '

295 North Maple Avenue
Basking Ridge, NJ 07920

L. Marie Guillory

Daniel Mitchell

National Telephone Cooperative
Association

4121 Wilson Boulevard, 10" Floor

Arlington, VA 22203-1801

Richard A. Askoff

Joe A. Douglas

Counsel for National Exchange
Carrier Association

80 South Jefferson Road

Whippany, NJ 07981

Margot Smiley Humphrey
Counsel for National Rural
Telecom Association
Koteen & Naftalin, LLP
1150 Connecticut Ave., N.W.
Washington, DC 20036

Stuart Polikoff
Director — Government Relations
Organization for the Promotion and
Advancement

Of Small Telecommunications Companies
21 Dupont Circle, NW, Suite 700
Washington, DC 20036

Steve Ellenbecker

Chairman

Wyoming Public Service Commission
Hansen Building, Suite 300

2515 Warren Avenue

Cheyenne, WY 82002

George N. Barclay

Michael J. Ettner

Counsel for General Services
Administration

1800 F Street, NW, Room 4002
Washington, DC 20405



Larry Fenster

WorldCom, Inc.

1801 Pennsylvania Avenue, N.W.
Washington, DC 20006

Paul J. Feldman, Esq.

Counsel for Roseville Telephone Co.
Fletcher, Heald & Hildreth, PLC
1300 North 17" Street

11" Floor

Arlington, VA 22209

Glenn H. Brown

Counsel for Roseville Telephone Co.
McLean & Brown

9011 East Cedar Waxwing Drive
Chandler, AZ 85248

Richard A. Beverly

Counsel for Public Service Commission
Of the District of Columbia

1333 H Street, NW

7" Floor, East Tower

Washington, DC 20005

Lawrence E. Sarjeant

Linda L. Kent

Keith Townsend

John W. Hunter

Julie L. Rones

Counsel for United States Telecom
Association

1401 H Street, NW, Suite 600
Washington, DC 20005

Cynthia B. Miller, Esq.
Counsel for Florida
Commission

Capital Circle Office Center
2540 Shumard Oak Boulevard
Tallahassee, FL. 32399-0850

Public  Service

Jay C. Keithley

Rikke K. Davis

Counsel for Sprint Corporation
401 9" Street, NW, Suite 400
Washington, DC 20004

Joseph DiBella

Michael E. Glover

Edward Shakin

Counsel for Verizon

1320 North Court House Road, Eighth Floor
Arlington, VA 22201

G il

¢en A. Mutholland~—"

* Hand Delivery



